‘Do  more 
with  less,  ’ 
is  today's 
mantra; 

to  that 
end,  IT  is 
playing  a 
pivotal 
role 


ENERGY 


Big  Oil  Seeks 
IT  Standards 


By  Stuart  J.  Johnston 

THE  NEXT  YEAR  is  bound  to  see  big 
changes  in  the  oil  and  gas  business  as  more 
energy  companies  merge  or  form  partner- 
ships with  competitors.  At  the  same  time, 
technology  managers  will  face  escalating 
pressure  to  provide  more  useful  IT  services  at 
lower  costs. 

The  oil  and  gas  business  has  long  been 
highly  competitive,  and  it’s  getting  more  so 
by  the  day.  “There  is  a very  strong  require- 
ment to  lower  cost  while  producing  higher 
reliability,  and  providing 
global  reach  and  infra- 
structure services,”  says 
Jim  Crompton,  principal 
technology  adviser  at 
Chevron  Information 
Technology  Co.,  Chev- 
ron Corp.’s  IT  arm. 

Today,  doing  more 
with  less  reigns  su- 
preme in  the  oil  and 
gas  industry.  That  man- 
tra is  behind  several 
technology  trends,  all  of 
which  are  interrelated. 

If  there  is  one  over- 
riding trend,  says  Bill 
Miller,  a partner  in  the 
Americas  energy  practice  at  Andersen  Con- 
sulting’s Houston  office,  it  is  a “tremendous 
pressure  to  bring  costs  down.”  However,  he 
says,  “It’s  difficult  to  isolate  a single  trend,  be- 
cause they’re  all  coupled.” 

One  of  these  linked  trends  is  a movement 
to  decrease  the  amount  of  custom  code  used, 
and  increase  the  amount  that  is  standard 
across  the  industry.  For  instance,  several  oil 
companies  are  in  the  process  of  deploying  IS- 
Oil,  a common  set  of  core  business  applica- 
tions based  on  SAP’s  R/3  3-0  applications  set. 
A consortium  of  21  oil  companies,  in  partner- 
ship with  Andersen  and  SAP,  aims  to  help 
contain  costs. 

Deployment  of  IS-Oil  has  just  begun,  and  it 


will  be  several  years  before  all  the  21  compa- 
nies have  implemented  it  throughout  their 
enterprises.  “That  process  started  one  to  two 
years  ago  and  will  continue  through  the  year 
2005,”  says  Miller. 

Chevron  will  be  the  first  to  implement  IS- 
Oil  on  the  “upstream”  side — finding  and  ex- 
tracting oil  and  gas  deposits — although  oth- 
er major  energy  companies  are  sure  to  be 
close  behind,  says  Crompton. 

IS-Oil  is  only  one  of  many  enterprise 
resource  planning 
applications  finding 
their  way  into  the 
oil  and  gas  compa- 
nies. Because  of 
their  large  size  and 
wide  variety  of  busi- 
ness activities,  ener- 
gy companies  have  a 
huge  investment  in 
IT.  But  applications 
suites  that  let  IT 
oversee  the  entire 
enterprise  have  been 
lacking.  In  this  re- 
spect, fixing  the 
year  2000  date-field 
problem  has  served 
at  many  oil  and  gas 


to 


push  innovation 
companies. 

Confronted  with  the  choice  of  fixing  old- 
er programs  they  need  to  run  their  business- 
es or  deploying  new  ones  to  take  over  those 
tasks — while  at  the  same  time  providing  en- 
hanced oversight  on  the  enterprise — many 
companies  are  choosing  the  latter.  “The  year 
2000  will  force  companies  to  look  at  soft- 
ware that  they  wouldn’t  have  looked  at  two 
years  ago,  and  IS-Oil  is  a perfect  example,” 
says  Scott  Albro,  a senior  analyst  at  IT  advi- 
sory firm  G2  Research  Inc.  in  Mountain 
View,  Calif. 

“A  lot  of  companies  have  decided  that 
rather  than  just  fix  the  year  2000  problem, 
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ture  of  Texaco  Inc.  and  Saudi  Aramco,  which 
sells  Texaco’s  products  in  the  Eastern  and 
Gulf  Coast  states. 

That  ties  in  with  another  growing  trend  a 
move  by  some  energy  companies  to  migrate 
more  business  applications  onto  Microsoft's 
Windows  NT  as  well  as  onto  stalwarts  such 
as  Unix.  “When  we’ve  looked  at  SAP,  NT  is 
the  application  server  of  choice  on  over  half 
the  shipments,”  says  Dan  Kusnetzky,  director 
of  the  client  and  server  environments  pro- 
grams at  advisory  firm  International  Data 
Corp.  in  Framingham,  Mass. 

That  doesn’t  mean  that  NT  is  undercut".  ig 
Unix,  since  Unix  shipments  continue  to  grow 
as  well.  In  fact,  fixing  the  year  2000  problem 
and  moving  to  applications  suites  may  play  in 
both  NT’s  and  Unix’s  favor,  in  the  oil  and  gas 
industries  and  others. 


‘Let’s  go  to  client-server,”’  says  Miller. 

Nevertheless,  IT  managers  in  this  industry 
are  not  entirely  sold  on  the  move  to  client- 
server.  Between  the  year  2000  and  the  need  to 
consolidate  systems  as  more  companies 
merge,  to  some  it  seems  like  swimming  to  stay 
in  place. 

Consolidation  projects  and  fixing  year 
2000  problems  “consume  resources,  and  they 
don’t  gain  you  anything.  You  just  get  back  to 
where  you  started,”  says  Gary  Richardson, 
director  of  IT  at  Star  Enterprise,  a joint  ven- 


Star’s 

Richardson 
expects  NT 
to  invade  the 
upper  levels 
of  Unix. 


Train  Once,  Run  Anywhere 

But  that  could  change  over  time  if  NT's 
penetration  continues.  “NT  runs  the  same  on 
any  vendor’s  system,  and  that  answers  a lot  of 
problems  for  companies  because  you  train 
your  users  once  and  they  can  run  their  appli- 
cations anywhere.  It  would  also  diminish 
operations  costs.”  Kusnetzky  adds. 

However,  even  companies  that  have  made  a 
large  commitment  to  NT,  such  as  Chevron,  will 
still  deploy  IS-Oil  on  Unix.  “It  was  probably 
more  of  a comfort  factor  for  Unix  rather  than  a 
technical  issue  because  the  decision  was  made 
three  or  four  years  ago,”  says  Chevron's 
Crompton.  “It  takes  a long  time  to  deploy  tech- 
nology like  that  in  a company  of  our  scale.” 

Indeed,  NT  still  has  a lot  to  prove  before 
most  IT  departments  trust  it  with  applications 
such  as  IS-Oil,  says  Andersen’s  Miller.  “I  don’t 
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think  you’re  going  to  see  them  jump  on  the 
NT  bandwagon  just  yet.” 

For  now,  NT  is  gradually  working  its  way 
into  the  hearts  of  IT  managers,  but  Unix  still 
maintains  its  hold.  The  introduction  of 
Microsoft’s  enterprise  editions  of  NT  Server 
and  SQL  Server  may  change  this  situation. 
While  NT  has  succeeded  as  an  application\ 
and  department-level  server,  it  has  been 
repeatedly  stymied  in  taking  over  enterprise 
applications  because  of  its  lack  of  scalabili- 
ty— both  real  and  perceived. 

The  Enterprise  Edition  of  NT  Server,  due 
this  month,  will  let  NT  run  on  machines  with 
as  many  as  eight  processors  and  cluster  a pair 
of  machines  together  so  one  takes  over  the 
other’s  tasks  if  it  fails.  Enterprise  Edition  of 
SQL  Server  will  be  able  to  handle  up  to  1 ter- 
abyte of  data,  moving  it  closer  to  the  levels  of 
data  storage  and  access  required  by  compa- 
nies with  huge  data  stores. 

“I  certainly  want  NT  to  work  for  a lot  of 
reasons,  including  that  it  is  the  cheapest  and 
the  best  operating  system  out  there  today,” 
says  Richardson.  “Scalability  is  still  a prob- 
lem. In  1997,  will  NT  be  the  central  server? 
No.  But,  in  the  year  2000,  you  may  see  NT 
invading  the  upper  levels  of  Unix.” 


In  Focus 

Meanwhile,  the  adoption  of  products  such 
as  IS-Oil  will  help  oil  and  gas  companies 
oversee  their  entire  enterprises.  “ERP  runs 
dead  last  in  terms  of  current  systems  adequa- 


BUSINESS  AND  TECHNOLOGY  TRENDS 

■ Standardized  applications  allow  companies  to 
view  the  enterprise  as  a whole. 

■ Year  2000  considerations  drive  moves  to  ERP 
applications  and  Windows  NT. 

■ Common  systems  and  formats  encourage  data 
sharing  among  suppliers  and  partners. 

~m  % REVENUE  SPENT  ON  IT:  1 % 

■ IT  SPENDING  PER  EMPLOYEE:  $5,405 

■ EMPLOYEES  DEDICATED  TO  IT:  2.4% 

■ % IT  BUDGET  FOR  ONLINE  INITIATIVES:  4.1% 

■ % IT  BUDGET  FOR  OUTSOURCING:  16.2% 

■ YEAR  2000-COMPLIANT  CODE:  45% 

■ APPS  ACCESSIBLE  ONLINE:  3% 

■ COMPANIES  THAT  SELL  ONLINE:  18% 

1 COMPANIES  THAT  PROCURE  ONLINE:  54% 


BASED  ON  53%  Of  IW  500  ENERGY  COMPANIES. 
DATA:  INFORM  TIONWEEK 


cy,  so  that’s  why  they  see  a big  opportunity 
there,”  says  G2  Research’s  Albro.  “The  great 
thing  is  that  these  integrated  applications 
suites  let  people  throughout  the  organization, 
but  especially  in  the  executive  suite,  get  an 
overview  of  the  whole  business.  ERP  is  about 
access  to  information  and,  in  particular,  about 
access  to  financial  information.” 

Broad  access  is  extremely  important  in 
hard-pressed  oil  and  gas  companies  that  con- 
stantly feel  the  pressure  of  falling  profit  mar- 
gins and  the  accompanying  mandate  to  drive 
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• HIGH-PERFORMANCE  BACKUP  . 

;*  Bacl(  UP  one  9'9  in  as  little  as  10  minutes 

i free  1-Step”  backup  software  backs  up  as 
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UGH  CAPACITY  MEETS  INSTANT  ACCESS 

■ 

_ * Run  applications  and  file  straight  from  disk 
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• 1-gigabyte  4-inch  disks  fit  in  your  pocket 

- • Portable  external  drives  fit  easily  in  your  ‘ 

briefcase— internal  drives  also  available 
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IT  costs  ever  lower. 

_ERR  packages  also  provide  a common  data  for- 
mat that  allows  companies  to  share  necessary  infor- 
mation with  suppliers  and  partners.  “We’ve  been 
saying  for  a long  time  that  we  need  business 
process  reengineering  and  all  of  those  things,  and 
ir  lS-Oil  is  a manifestation  of  that,  then  that’s  a 
positive,”  says  Star’s  Richardson. 

With  the  constant  drive  to  lower  costs,  it  should 
also  be  no  surprise  that  more  IT  functions  are  being, 
outsourced.  Chevron  Corp.,  for  instance,  just  inked 
a deal  with  Vanstar  Corp.  to  outsource  PC  and -help- 
desk  management.  It  also  will  lease  its  desktop  PCs 
and  notebooks — a total  of  more  than  30,000  ma- 
chines— on  a three-year  rotating  basis  from 
Hewlett-Packard.  The  total  value  of  the  contract  is 
in  the  neighborhood  of  $200  million. 

To  Outsource  Or  Not  To  Outsource 

Oil  and  gas  companies  are  still  learning  which 
functions  can  be  effectively  outsourced  and  which 
cannot.  The  lure  of  outsourcing,  of  course,  is 
- replacing  staffing  costs,  which  can  be  large  and 
unpredictable,  with  a' fixed-cost  contract.  But  the 
downside  is  that  the  fixed-cost  contract  can  turn 
into  a nightmare  of  finger-pointing  and  buck-pass- 
ing as  each  outsourcer  says  a specific  problem  is 
not  covered  under  its  agreement. 

Outsourcing  is  really  tough  because  each  firm 
only  does  one  facet  of  it,  so  what  one  group  cur- 
rently does  internally  might  require  several  differ- 
ent outsource  firms.  One  midlevel  manager  at  a 
large  oil  company  that  outsourced  its  communica- 
tions network  to  a major  service  provider  says  the 
arrangement  “didn’t  really  work  out  and  we  even- 
tually took  it  back.” 

Andersen's  Miller  feels  a lot  of  guesswork  has 
gone  into  outsourcing.  “If  you  look  at  the  out- 
sourcing that  has  been  done  in  the  past,  you  don’t 
see  a lot  of  cost  reduction,”  he  says.  “People 
guessed  what  it  made  sense  to  outsource.” 

G2’s  Albro  notes  that  outsourcing  is  “still  an  area 
where  it’s  open  season  and  nothing  has  been 
decided”  about  what  functions  should  be  taken 
over  by  outside  companies.  “What  happens  when 
users  start  looking  at  outsourcing  is  a cost/benefit 
analysis,  and  there  is  a definite  pullback.” 

“My  whole  labor  structure  has  been  discombob- 
ulated,  because  50%  to  60%  of  my  technical  coding 
resources  are  contracted,”  says  Star’s  Richardson, 
adding  that  contractors  cost  double  what  an 
employee  does.  But  he  sees  no  solution  to  the 
problem  as  schedules  for  accomplishing  projects 
shrink  drastically  and  specialists,  such  as  competent 
R/3  programmers,  are  needed  to  implement  a proj- 
ea-baidaier  are  no  longer  required. 

^‘Faster  is  a trend,”  Richardson  declares.  “Now 
sfccweeks 
not  a year.” 
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PROCESS  MANUFACTURING 


Major  business  drivers  and  trends  in  process  manufacturing  are  summarized  in  the  following  table: 


Key  Business  Drivers 

Key  Trends 

• Cost  pressures 

• Stricter  regulatory  enforcement 

• Globalization  of  manufacturing/sales 

• Wider  acceptance  of  available  technology 

• Cost  reduction  measures 

• Business  process  re-engineering 

• Strategic  restructuring 

• Integration  of  environmental,  health  and  safety 
issues  into  business  planning 

• Global  supply  chain  integration 

• Popularity  of  EDI,  interactive  voice  response, 
and  other  forms  of  electronic  commerce 

• Growing  use  of  the  Internet 

• Dmg  distribution  becoming  an  information 
business 

Major  segments  include  oil/gas  exploration  and  refining,  chemicals,  food  and 
consumer  products,  pharmaceuticals,  and  tobacco  products.  Petrochemicals  are 
covered  in  more  depth  in  a separate  profile.  The  SIC  codes  are  10-33. 

Business  Drivers  and  Trends: 

1.  Process  manufacturing  is  a diverse  sector,  ranging  from  oil  and  gas  refining,  to  manufacture  of 
intermediate  products  like  industrial  chemicals,  to  production  of  consumer-based  goods  like 
pharmaceuticals,  food  and  consumer  products.  In  spite  of  this  diversity,  there  are  business  drivers  that 
cut  across  all  industry  lines,  such  as  the  increasing  cost  pressure  and  tight  operating  margins  which 
are  forcing  organizations  to  take  a closer  at  business  processes.  In  the  oil  and  gas  arena,  refining  as 
well  as  marketing  margins  remain  weak,  and  chemical  manufacturers  are  in  the  midst  of  a downturn  in 
profitability  which  is  predicted  to  last  until  2001  ( Chemical  Week).  Chemical  Week  reports  that 
implementation  of  cost  reduction  measures,  process  efficiencies  and  new  technologies  will  be  key  to 
survival  for  chemical  manufacturers  during  this  lean  period.  In  the  past,  business  process  re- 
engineering (BPR)  was  viewed  as  a single,  one-time  event.  In  the  past  few  years,  many  organizations 
such  as  DuPont,  Colgate-Palmolive,  The  Pillsbury  Company  and  Dow  Chemical  have  recognized  it  as 
an  ongoing  process  that  requires  daily  management  attention  and  have  made  an  ongoing,  long  term 
committment  to  looking  at  their  business  for  cost  improvement  opportunities. 

2.  The  chemicals  industry  continues  to  restructure  through  acquisitions,  divestments,  and  joint  ventures 
due  to  declines  in  profitability,  although  growth  in  demand  remains  strong.  One  example  of 
restructuring  in  the  food  industry  is  the  recent  sale  of  the  Alba  product  line  by  the  H.J.  Heinz 
Company.  According  to  Irvin  Simon,  President  of  Heinz,  this  was  part  of  an  effort  to  streamline 
operations  - Alba  products  are  sold  through  grocery  product  distributors  and  not  through  Heinz  normal 
direct  distribution  channels.  (PR  Newswire) 

3.  Many  of  the  process  manufacturing  industries  are  deeply  affected  by  governmental  regulations  and 
stricter  enforcement  by  regulatory  agencies  — food  industries  by  the  Food  and  Dmg  Administration 
(FDA),  pharmaceuticals  by  the  Drug  Enforcement  Agency  (DEA),  and  oil,  gas  and  cehmicals  by  the 
Environmental  Protection  Agency  (EPA).  The  President  of  Arco  Chemicals  recently  stated  that  due  to 
stricter  enforcement,  “there  is  a growing  integration  of  environment,  health  and  safety  into  mainstream 
business  planning  and  activity”.  In  fact,  Arco’s  Manufacturing  Excellence  initiative,  which  is  their 
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“blueprint  for  streamlining  and  increasing  effeciency”,  includes  measures  for  safety  and  environmental 
performance,  as  well  as  more  traditional  business  measures  of  efficiency,  reliability,  customer 
satisfaction,  (speech  from  Arco  website) 

4.  In  response  to  both  customer  demand  and  cost  pressures,  manufacturers  are  looking  for  ways  to 
reduce  cycle  times  through  tighter  integration  of  their  supply  chain,  primarily  among  suppliers, 
manufacturing  operations  and  finished  goods  distribution.  Better  information  management  is  key  to 
supply  chain  management.  Worldwide  production  as  well  as  increased  export  sales  means  that 
organizations  must  find  ways  to  manage  their  supply  chain  not  only  on  a national,  but  also  a 
worldwide  scale. 

5.  Wider  acceptance  of  available  technology  is  giving  companies  more  efficient  and  accurate  ways  to 
manage  transactions  throughout  the  supply  chain  as  well.  Technologies  like  EDI,  interactive  voice 
response,  and  electronic  data  collection  devices  allow  manufacturers  to  automate  certain  transactions 
and  eliminate  needless  paper  handling.  The  Internet  technologies  allow  manufacturing  operations  to 
share  information  across  sites  and  departments,  as  well  as  provide  customers  and  suppliers  a low  cost, 
easily  maintainable  vehicle  for  collecting  and  distributing  information. 

6.  According  to  Drug  Topics , the  drug  distribution  business  is  becoming  more  of  an  information  business 
than  a product  supplier  business,  another  reason  that  information  technology  is  playing  a greater  role. 
For  example,  in  September  the  Japanese  subsidiary  of  Pfizer  International  will  launch  an  integrated 
drug  information  system  to  personnel  throughout  the  company,  to  include  product  and  academic  drug 
information,  a customer  data  base,  and  an  advanced  customer  market  research  system  for  analyzing 
market  trends  ( Japan  Chemical  Week). 


Major  Trade  Associations: 

• Chemical  Manufacturer’s  Association.-  industrial  chemicals  mainly,  with  a few  pharmaceutical 
companies.  (703)  741-5000.  www.cmahq.com 

• Chemical  Specialties  Manufacturers’  Association  - covers  household,  automotive,  lawn  care  chemicals 
primarily.  (202)  872-8110.  no  website 

• www.performancechemicals.com/rcpdem/l_basic.html  - hotlinks  to  websites  of  numerous  major 
international  chemicals  companies 

• Pharmaceutical  Research  and  Manufacturer’s  Association.  (202)  835-3400.  www.phrma.org 

• Food  Marketing  Institute.  (202)  452-8444.  www.fmi.org 
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PETROCHEMICAL 


Major  business  drivers  and  trends  in  the  petrochemical  sector  are  summarized  in  the  following  table: 


Key  Business  Drivers 

Key  Trends 

• Global  nature  of  business 

• Cyclical  nature  of  commodities 

• Declining  profits 

• Restructuring  of  world  markets 

• Expansion  into  developing  countries 

• Consolidation 

• Cost  reduction  measures 

• Re-engineering 

Segments  include  commodity  chemicals  used  by  industry  and  consumer  product 
chemicals.  The  SIC  codes  for  petrochemicals  are  28-29. 

Business  Drivers  and  Trends: 

1 . The  petrochemical  industry  is  by  nature  a global  business,  with  processing  taking  place  near  sources 
of  supply.  As  a commodity-based  business,  petrochemical  markets  are  cyclical,  and  affected  by 
global  supply  and  demand.  “Cyclical  plunges  in  chemical  margins  continue  to  drive  a restructuring  of 
the  chemical  industry  worldwide”,  according  to  Oil  Daily.  For  these  reasons,  quarterly  performance 
also  varies  on  a product-by-product  basis.  Overcapacity  in  world  markets  and  weak  prices  have 
dragged  down  profits  for  some  products  such  as  tioxide,  paraxylene  and  purified  terephythalic  acid, 
while  markets  for  other  products  such  as  polyester  are  fast-growing  and  strong  ( Wall  Street  Journal). 

2.  However,  in  general,  profits  in  the  U.S.  petrochemical  industry  are  expected  to  decline  in  1997  as 
global  capacity  increases,  according  to  a Paine  Webber  analyst,  although  volume  increases  have 
helped  to  compensate.  He  estimates  that  capacity  will  increase  in  the  U.S.  by  6%  in  1997  and  1998,  by 
3%  in  Europe  and  by  8%  in  Asia.  This  will  likely  lead  to  a battle  for  market  share,  resulting  in  lower 
prices  and  margins.  In  order  to  survive,  U.S.  companies  will  expand  into  developing  countries. 
primarily  Asia  and  Latin  America. 

3.  Chemical  Week  reports  that  an  increase  in  petrochemical  prices  could  return  in  2001,  with  profitability 
catching  up  in  2002.  “While  this  is  a familiar  business  cycle  to  petrochemical  executives,  cost 
reductions  measures,  alliances  and  re-engineering  techniques  will  test  the  efficacy  of  the  companies 
during  this  lean  period”. 

4.  U.S.  petrochemical  companies  are  being  transformed  or  strongly  affected  by  consolidation  at  both  the 
national  and  global  level,  primarily  in  response  to  lower  margins  and  strategic  restructuring  . On  the 
national  level,  Texaco  sold  off  its  last  petrochemical  derivatives  complex  in  early  1997,  allowing  the 
company  to  focus  on  its  core  oil  and  gas  business.  ( Chemical  & Engineering  News ) 

5.  Global  acquisitions  are  helping  companies  restructure  for  better  positioning  in  a specific  market,  as 
well  as  to  re-focus  core  business.  In  a major  worldwide  expansion,  DuPont  Co.  recently  agreed  to 
acquire  large  parts  of  Britain’s  Imperial  Chemical  Industries  PLC  (ICI)  ( Wall  Street  Journal).  The 
acquisition  will  provide  DuPont  Co.  with  a strong  position  in  the  fast-growing  $30  billion  polyester 
industry.  Just  a few  months  earlier,  ICI  had  acquired  Unilever’s  specialty  chemicals  business  - a 
move  made  to  help  Imperial  Chemical  Industries  shift  its  business  from  lower-profit  industrial 
chemicals  to  faster-growing  consumer  product  chemicals. 

Major  Trade  Associations: 

• Chemical  Manufacturer’s  Association.  (703)  741-5000.  www.cmahq.com 

• www.performancechemicals.com/rcpdem/l_basic.html  - hotlinks  to  websites  of  numerous  major 
international  chemicals  companies 
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SERVICE  TRENDS 


TREND 

EXAMPLE/EVIDENCE 

TRENDSETTERS 

IMPLICATIONS 

Overall: 

Cost  pressures 

Chevron  and  others  transfer  staff 
to  vendor;  others  sell  IT  assets 

Customers  view  outsourcing  as  HR  and  cost 
solution 

Customer  groups  accept  common 
service/solution 

ETAP  - group  led  by  BP  exploits 
marginal  fields  by  pooling 
resources 

ETAP/EDS 

New  opportunities  will  emerge  from  new 
groupings  for  common  problems 

Selective  outsourcing 

Nova  Gas  Transm.  retains 
responsibility  for  SAP  R/3 
implementation;  Mobil  takes  in- 
house  approach  but  outsources 
Y2K 

Application  Management: 

Consolidation,  partnering  driving 
demand  for  common  systems, 
interoperability 

More  adoption  of  standardized 
suites,  e.g.  demand  for  SAP  R/3 

IS-Oil  offered  by  AC  and 
SAP  to  21 -company 
group 

Re-engineering  opportunities;  opportunities  in 
partnering  with  software  leaders 

Y2K  issues  require  modification  or 
replacement 

Mobil  doing  everything  in-house 
except  Y2K 

Y2K=opportunity  to  replace  systems,  re-engineer 

IT  Outsourcing: 

Increasing  competitive  and  cost 
pressure 

Need  for  temporary  staff  for  rapid 
project  completion 

Increasing  focus  on  customer  service  creates 
opportunities;  HR  crunch  will  drive  increase  in 
outsourcing 

Staffing  increasingly  expensive  to 
retain;  skills  not  up-to-date 

Chevron  will  transfer  staff  to  EDS 

BPO  - Finance  & Admin: 

Cost  pressures;  competition 

Need  to  outsource  fin.  and 
accounting;  e.g.  Mobil  US 
Exploration  & Production 
outsourcing  to  PW  Energy  9/97 

AC/BP 

Business  process  re-enginnering  opportunities 
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SERVICE  TRENDS 


TREND 

EXAMPLE/EVIDENCE 

TRENDSETTERS 

IMPLICATIONS 

BPO  - Logistics: 

Tighter  integration  of  supply  chain 

Need  for  faster  delivery, 
efficiences,  improved  service;  e.g., 
Exxon  International  outsources  gas 
station  management  to  Siemens 
Nixdorf 

Emerging  Services: 

Desktop  & helpdesk  services 

Distributed  computing  and 
globalization;e.g.,  Suncor  Energy 
outsources  desktop/help  desk  to 
MCI  Systemhouse,  5/97 

Network  services  (including  intranets) 

BT/MCI/Microsoft 
provide  managed 
intranet  service  (Intranet 
Complete)  to  British  Gas 

Demand  for  intranet/internet-related  services  likely 
to  increase 
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GEOGRAPHIC  TRENDS 


TREND 

EXAMPLE/EVIDENCE 

TRENDSETTERS 

IMPLICATIONS 

Overall 

Globalization 

Need  for  standardization,  reach 

Y2k  problems 

Cost  pressures 

Pooling  of  resources  creates  client 
clusters 

AC/IS-Oil;  EDS/ETAP 

Opportunity  for  new  services  targeted  to  a 
particular  set  of  customers 

Americas 

Distributed  computing 

Driving  need  for  desktop,  help 
desk,  net  management,  Internet- 
related  services 

Emphasis  on  core  competencies 

Driving  demand  for  outsourcing; 
sometimes  on  selective  basis 

EMEAI 

Replacement  of  old  systems  with 
client/server 

Eastern  European  countries  need 
new  C/S-based  applications;  e.g., 
EDS  providing  C/S  Customer 
Information  System  for  Prague 
Gas  Works,  4/97 

Customer  groups  pooling  resources 

ETAP  (Eastern  Trough  Area 
Project)  - JV  of  6+  companies,  led 
by  BP 

Emerging  opportunity  to  service  groups  with 
common  problems/goals 

Cost  pressures  drive  outsourcing 

HR  costs  contributing; 

Euro  conversion 

Asia  Pacific 
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DEAL  ARCHITECTING  AND  PRICING  TRENDS 


TREND 

EXAMPLE/EVIDENCE 

TRENDSETTERS 

IMPLICATIONS 

Deal  Architecting 

Teaming  Relationships 

Teams  of  vendors  responding  to  a 
single  client  with  multiple  needs 

Nova  Gas  Transmission  hires 
IBM/DMR  team  (IBM  for 
ITO/desktop/telecom  and  DMR  for 
application  management) 

Teams  of  vendors  responding  to  user 
teams 

EDS  and  Gensym  (software  co.) 
provide  services  to  ETAP  team  led 
by  BP 

Pricing 

Risk/reward  basis 
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The  oil  industry  is  a cut- 
throat  business.  When  revenues 
are  squeezed,  the  first  thing  on 
the  chopping  block  is  the  cost  of 
overhead.  Like  their  counterparts  in 
other  industries,  technology  man- 
agers at  oil  companies  are  having  to 
work  hard  to  cut  costs  while  contin- 
uing to  deliver  cutting-edge  technol- 
ogy that  will  make  their  companies 
more  competitive. 

“Basically,  it's  a ‘do  more  with  less’ 
situation,”  says  Gary  Rirharrkrm  rr 
director  at  Star  Enterprise,  a joint  ven- 
ture of  Texaco  Inc,  and  Saudi  Aramco 
that  sells  Texaco  products  in  26  East- 
ern and  Gulf  Coast  states  and  the  Dis- 
trict of  Columbia.  “Business  managers 
today  are  willing  to  kill  their  mothers 
to  cut  cost,  and  if  you’re  not  paying 
your  way,  you’re  gone.” 

Cost-cutting  pressures  have  be- 
come the  mother  of  invention  for  oil 
companies.  The  most  visible  off- 
spring of  cost-cutting  is  point-of-sale 
technology.  The  “pay-at-the-pump” 
strategy  can  entail  more  than  selling 
gasoline.  At  Chevron’s  gas  stations 
west  of  the  Mississippi,  it  means  Big 
Macs  and  hies,  too. 

Tremendous  Cost 

“The  cost  of  physical  property  is 
tremendous,”  says  Dave  Mirrhpll. 
Chevron's  general  manager  of  appli- 
cation technology  To  bring  rinwn  rpal 
estate  expenses.  Chevron  is  teaming 
with  McDonald’s  Corp.  in  a joint  ven- 
ture to  share  facilities.  That  means 
combining  the  IT  resources  of  the 
two  companies  and  adding  a selec- 
tion of  McDonald’s  products  to 
Chevron's  point-of-sale  system. 

But  the  high-tech  offspring  of 
tighter  spreadsheets  aren’t  limited 


to  burgers.  Station  fuel  delivery 
costs  are  also  a target  for  fT.  “We’re 
using  fuzzy  logic  to  predict  con- 
sumption at  stations,”  says  Mitchell. 
“Now,  stations  can  run  with  20% 
less  inventory." 

Perhaps  the  single  largest  spawn 
of  the  cost-cutting  urge  is  a move- 
ment toward  a standard  client-serv- 
er software  platform  for  the  oil 
industry.  SAP,  Andersen  Consulting, 
and  much  of  the  energy  industry 
have  come  together  to  produce  a 
common  set  of  core  business  appli- 
cations called  IS-Oil,  based  on  SAP’s 
R/3  architecture. 

IS-Oil  is  essentially  a shrink- 
wrapped  version  of  SAP’s  R/3  version 
3.0,  enhanced  for  the  oil  industry 
based  on  requirements  defined 
by  the  IS-Oil  con- 
sortium. Andersen 
Consulting  has  also 
co-developed  a ver- 
sion of  IS-Oil  modi- 
fied for  the  “down- 
stream” segment  of 
the  industry,  which 
is  everything  after 
the  oil-refining  pro- 
cess. from  distribu- 
tors to  gas  stations. 

But  how  do  oil 
companies  using  IS- 
Oil  expect  to  gain  a 
competitive  advan- 
tage when  their 
competitors  are 
using  the  same  soft- 
ware? “The  theory 
is  that  everything 
in  IS-Oil  is  the  com- 
modity-level stuff," 
says  Richardson. 

“You  then  use  your 


creativity  to  take  advantage  of  all  the 
data  you  have  in  data  warehouses 
and  other  tools.  If  you  don’t  have  IS- 
Oil,  it’s  a competitive  disadvantage.” 
In  all,  21  oil  companies,  including 
Amoco,  Chevron,  Citgo,  Shell,  Petro- 
Canada,  and  Texaco,  have  subscribed 
to  the  software.  “If  you  think  about 
the  fact  that  SAP  R/3  is  being  rolled 
out  to  every  oil  company  in  the  world, 
that  changes  a lot  of  the  way  you  do 
business,”  says  Carl  Williams,  VP  of  IT 
at  Amoco.  “IS-Oil  won’t  replace  100% 
of  what  we  already  have,  but  it  will 
replace  a large  portion.” 

Using  what  amounts  to  off-the- 
shelf  software  for  most  core  business 
functions  means  decreased  support 
and  development  costs.  “Our  experi- 
ence in  buying  software  packages  in 
the  past  wasn't 
very  good,"  says 
Mitchell,  “We  tend- 
ed to  ‘Chevron- 
ize’  everything  we 
bought.  We  were 
good  about  not 
doing  that  with 
SAP  financials.  We 
stuck  to  the  pro- 
cesses R/3  uses  to 
achieve  the  full 
benefit  of  support." 

Chevron  has 
made  a heavy  in- 
vestment in  R/3. 
The  first  U.S.  ener- 
gy company  to 
deploy  the  core 
financials  of  R/3,  it 
now  has  over  5.000 
R/3  users  company- 
wide. “IS-Oil  is  con- 
sistent with  where 
we're  going,"  says 


H For  oil  companies, 
cost-cutting  pressures 
have  forced  a movement 
toward  a standard  client- 
server  software  platform. 
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Mitchell.  Chevron  is 
even  exporting  some  of 
its  investment  in  SAP 
R/3.  The  company  is 
jointly  developing  a 
land-management  in- 
formation system  with 
Andersen  Consulting 
that  will  interface  with 
R/3.  Andersen  will  mar- 
ket the  system. 

“Hopefully,  we’ll 
profit  from  the  sale  of 
the  software,"  says  Mit- 
chell, “while  reducing 
the  cost  of  ownership 
and  support.” 

But  using  shrink- 
wrapped  software  isn’t 
without  its  system 
integration  require- 
ments, says  Amoco’s 
Williams.  That  integra- 
tion includes  changes 
in  the  way  companies 
do  business,  he  adds. 

“We  will  have  to 
change  some  of  our 
business  processes  to 
conform  with  IS-Oil. 

There’s  a tremendous 
pressure  on  people  in 
the  business  units  to 
understand  the  value 
created  by  changing 
their  processes  to  match  up  with 
what’s  being  installed.” 

Amoco  is  in  the  first  stages  of 
implementing  its  business  process  re- 
engineering initiative,  the  Amoco 
Common  Process.  The  company  will 
move  to  R/3  in  September.  IS-Oil  will 
be  integrated  with  the  company’s 
new  process  model. 

“There’s  always  resistance  to 
change,”  says  Williams.  “There  will 
be  people  who  might  not  see  a great 
deal  of  benefit  from  the  SAP  IS-Oil 
software.  We  have  to 
work  with  the  business 
units  to  show  the  value 
of  the  software.  We  have 
no  authority  to  ram  it 
down  anyone’s  throat.  If 
it  doesn’t  have  any  busi- 
ness value,  then  we 
shouldn’t  be  imple- 
menting in” 

The  move  to  R/3-based  software 
also  opens  up  an  opportunity  for  oil 


companies  to  downsize  their  sys- 
tems. A version  of  IS-Oil  will  be  avail- 
able for  the  Windows  NT  platform. 
“The  NT  platform  is  extremely  attrac- 
tive to  the  energy  industry,”  says  Bill 
Miller,  a partner  in  Andersen  Con- 
sulting’s energy  industry  group. 
“They  see  it  as  something  that  will 
eventually  drive  their  MIP  costs 
down,  but  they  don’t  see  it  being 
there  yet.  [Windows]  NT  will  get  there 
in  one  to  two  years,  and  companies 
are  looking  for  IS-Oil  to  deploy  to  it. 

Internet 


technology  is 
attractive  to  oil 
companies  as  a 
role  model.  ’ 


Whether  to 
use  Windows 
NT  is  the 
question  for 
Amoco,  says 
VP  Williams. 


“We've  picked  NT 
as  our  strategic  net- 
work OS,  and  we’re 
moving  away  from 
NetWare,”  says  Mitch- 
ell. Part  of  that  stra- 
tegy includes  Micro- 
soft Exchange.  Chev- 
ron. which  has  more 
than  25.000  Microsoft  Mail  users, 
is  testing  Microsoft's  Exchange 
E-mail  server  with  about  500  users. 


“With  Microsoft 
Mail,  the  mailbox 
maintenance  was 
substantial  for  that 
many  users,  which 
is  one  of  the  rea- 
sons that  Exchange 
is  so  attractive," 

Mitchell  adds. 

As  part  of  Star  Enterprise's  im- 
plementation of  SAP  R/3  and  IS-Oil, 
the  company  is  making  a massive 
NT  deployment.  “We  plan  on  roll- 
ing out  NT  to  every  desktop,  along 
with  MS  Exchange  and  the  Office 
suite— Excel,  Powerpoint  and  Access,” 
says  Richardson. 

To  Use  NT  Or  Not 

But  Amoco  isn’t  quite  sold  on 
Windows  NT.  “We  don’t  know 
whether  we’re  going  to  use  NT  01 
not,”  says  Williams.  “We  will  be 
looking  at  NT  for  very  specific  appli- 
cations, but  not  for  large-scale 
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deployment  right  now."  Amoco’s  ini- 
tial SAP  deployment  will  be  on  IBM’s 
AIX  on  RS/6000  servers. 

One  element  that  doesn't  figure 
heavily  in  oil  industry  IT  plans  is  the 
Internet.  While  companies  are  inter- 
ested in  intranet  technology,  there 
doesn’t  seem  to  be  much  attraction 
to  the  Internet  other  than  as  a 
role  model.  “There’s  a wave  of  in- 
terest in  the  Internet,"  says  Richard- 
son. “However,  we  have  yet  to  make 
a case  for  investing  in  Internet  tech- 
nology. We’re  attempting  to  stay  in 
tune  with  the  changes  in  this  area, 
but  we’re  not  spending  significant 
resources  on  it.” 

Richardson  adds  that  most  of  the 
interest  in  the  Internet  has  come 
from  his  company’s  marketing  and 
environmental  departments  for  pro- 
motional purposes.  As  far  as  using 
the  Internet  for  business  networking, 
Richardson  says,  “We  are  looking  at 
public  networking  like  that,  but 
we’re  big  enough  to  go  to  a telecom 
carrier  and  do  [a  virtual  private  net- 
work) with  them.” 

Private  Networks 

Probably  one  of  the  reasons  the 
Internet  isn’t  drawing  a great  deal  of 
attention  is  that  the  major  oil  com- 


panies already  maintain  fairly  sub- 
stantial private  networks  for  their 
critical  applications.  Chevron,  for 
example,  uses  a VSAT  network  to  link 
its  point-of-sale  system.  Once  a cred- 
it card  is  scanned,  the  information  is 
bounced  off  a satellite  to  a Tandem 


Energy  Trends 

Cooperating  on  standards: 

21  companies  subscribing  to  SAP’s 
IS-Oil  application  modules  for  R/3 

Moving  or  planning  to  move  to 
Windows  NT  as  a network  operating 
system  and  on  the  desktop 

Using  the  Internet  for  marketing 
and  other  applications 

m 

multiprocessor  system  tied  into 
Chevron's  mainframe  credit-card  sys- 
tem, which  does  a credit  check. 

“We’ve  looked  at  a replacement 
product  for  the  credit-card  system,” 
says  Mitchell.  “But  we  couldn’t  find 
anything  in  the  distributed  environ- 
ment because  of  the  scalability  re- 
quirements. There  are  over  30,000 
devices  in  our  point-of-sale  network. 


and  it  needs  very  high  availability 
and  response  time.” 

Chevron  is  one  of  the  few  oil  com- 
panies to  maintain  its  own  credit- 
card  system.  Many,  including  Amoco, 
have  outsourced  their  credit-card 
operations.  Amoco  has  also  out- 
sourced its  Motor  Club  membership 
system  and  support  for  some  finan- 
cial applications.  IS-Oil,  in  essence,  is 
yet  another  outsourcing  plan. 

Just  Another  Tool 

“Outsourcing  is  nothing  other 
than  another  tool  in  our  toolbox,” 
says  Williams.  “We  will  be  doing 
some  more  of  it,  especially  in  cases 
where  legacy  applications  will  be 
replaced  by  SAP  R/3."  ». — 

StAr-F.nrprprise__h.as  outsourrpd 
about  two-thirds  of  its  IS  functions 
and  plans  to  outsource  the  operation 
and  maintenance  of  SAP  as  well. 

“Clearly,  [outsourcing)  will  in- 
crease over  the  next  two  years,”  says 
Richardson.  Star  has  employed  a 
hybrid  model  of  outsourcing,  mean- 
ing that  specific  skill  groupings  are 
contracted  through  specialized  com- 
panies. That’s  just  one  more  way  the 
oil  industry  is  responding  to  pres- 
sures to  keep  costs  low  and  innova- 
tion high.  —Sean  Gallagher 
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CSC  Launches  New  Global  Chemical,  Oil  & 
Gas  Group 


October  9, 1997 

EL  SEGUNDO,  Calif.,  Oct.  8 /PRNewswire/  via  Individual  Inc.  — Computer  Sciences 
Corporation  (NYSE:  CSC)  today  announced  the  launch  of  a new  business  unit  to 
support  the  global  chemical,  oil  and  gas  industry. 

The  unit  --  called  Chemical,  Oil  & Gas  Group  — will  be  headed  by  Dr.  Tom  Williams, 
who  will  be  based  in  Wilmington,  Del.  Prior  to  joining  the  group,  Williams  was 
president  of  CSC's  U.K.  Division.  He  also  served  as  the  lead  account  executive  for 
CSC's  outsourcing  contract  with  British  Aerospace  and  earlier  helped  forge  CSC's 
partnership  with  General  Dynamics. 

With  revenues  this  year  of  about  $500  million,  the  Chemical,  Oil  & Gas  Group 
includes  about  3,000  industry  specialists  in  North  America,  Europe  and  Asia-Pacific. 
The  core  of  the  group  includes  chemicals  specialists  in  18  countries  who  joined  CSC 
as  part  of  its  technology  alliance  announced  earlier  this  year  with  DuPont.  Another 
strong  contributor  to  the  group  will  be  the  well-established  chemicals  practice  offered 
through  CSC  Ploenzke  in  Europe.  The  Chemical,  Oil  & Gas  Group  will  also  leverage 
CSC's  other  consulting  and  outsourcing  expertise  in  this  industry,  as  well  as 
enterprisewide  solutions  such  as  SAP  and  supply-chain  and  year  2000  expertise. 

The  group  expects  to  build  a $1  billion-a-year  practice  over  the  next  three  years. 

"Today's  chemical  manufacturers  are  looking  for  new  ways  to  add  business  value," 
said  Van  B.  Honeycutt,  CSC  president,  chairman  and  chief  executive  officer. 
"Increasingly,  they're  using  mergers,  acquisitions  and  alliances  to  forge  new  business 
models  and  find  breakthrough  ways  to  cut  costs.  A full-  solutions  provider  like  CSC  is 
critical  in  developing  a robust  business  platform  to  help  our  clients  master  change." 

A key  focus  of  the  group  will  be  to  offer  clients  a new  level  of  global  integration.  It 
will  apply  a common  set  of  best  practices  around  the  world;  integrate  its  full  range  of 
services,  extending  from  strategy  through  work  design,  applications,  systems 
integration  and  process  and  I/T  outsourcing;  and  present  one  face  to  the  customer. 

The  group's  offerings  are  currently  being  showcased  by  a "global  solutions  lab"  that 
highlights  the  newest  technical  and  software  equipment,  as  well  as  best  practices  and 
industry-specific  solutions  that  can  be  customized  for  clients.  Initially  based  in 
Wiesbaden,  Germany,  the  lab  is  the  first  of  several  to  be  launched  in  North  America, 
Europe  and  Asia-Pacific. 

As  part  of  its  new  practice,  CSC  will  also  draw  on  a global  team  of  more  than  400 
SAP  specialists  who  are  experts  in  chemicals  and  supply-chain  issues.  Companywide, 
CSC  has  more  than  1 ,200  SAP  experts,  one  of  the  industry's  largest  teams. 

"We  plan  to  make  our  group  a model  of  the  globally  integrated  organization  that 
chemical,  oil  and  gas  companies  today  need,"  noted  Tom  Williams.  "What  companies 
want  most  from  their  solutions  provider  is  in-depth  knowledge  of  their  market;  a 
proven  track  record;  a single  point  of  accountability  for  their  needs;  the  full  spectrum 
of  services  that  can  enhance  time-to-market,  enable  global  business  control  and 
innovate  global  supply  chain;  and  consistent  business-led  methodologies  clients  can 
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adapt  anywhere  around  the  globe. 

"Our  strategy  is  to  lead  this  industry  by  bringing  these  strengths  to  the  market,  as 
demonstrated  by  several  new  contracts  with  Hoechst,  Bayer,  BASF  and  Novartis." 

In  May,  CSC  signed  one  of  the  largest  technology  services  agreements  in  the  industry 
with  DuPont.  The  company  currently  supports  DuPont  with  software  and  applications 
services,  including  a full  range  of  SAP,  European  and  Canadian  applications,  as  well 
as  those  specific  to  the  company's  strategic  business  units.  CSC  is  also  managing 
DuPont's  global  information  systems  and  technology  infrastructure,  including 
hardware,  software  and  telecommunications,  as  well  as  60,000  desktop  units  and 
disaster  recovery  functions. 

CSC  had  $5.8  billion  in  revenues  for  the  12  months  ended  June  27,  1997.  The 
company  has  nearly  44,000  employees  in  more  than  600  offices  worldwide  and 
provides  clients  with  a wide  range  of  professional  services,  including  management 
consulting,  information  systems  consulting  and  integration,  and  operations  support. 
More  information  about  Computer  Sciences  Corporation  is  available  at 
http://www.csc.com. 

SOURCE  Computer  Sciences  Corporation 

/CONTACT:  Mary  Rhodes,  847-446-5461  or  Bruce  Plowman,  3 10-6 15-03 11/ /Web 
site:  http://www.csc.com/  (CSC) 

[Copyright  1997,  PR  Newswire] 
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CONTRACT  PROFILE 


CONTRACT  TYPE  (Overall).. 
CONTRACT  COMPONENTS 


'T^>S  \ ^ 
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STN 


(V  eador)/(Ciisxarner) 

CODE  A 


DATE  (maath/yr.):. 


cCCA?} 


Management  Consulting  (MQ 

Strategic  Consulting 

Operations  Consulting 

Technology  Consulting 

Other 

TJ 

i Systems  & Technology  Services  (STS) 

1 

Systems  Development 

Systems  Integration 

A 

Systems  Management 

Other 

Y2K  Services 

Basin  ess  Process  Management  (BPM) 
Customer  Care  Management 
Supply  Chain  Management 
Accounting  Management 
Other 

Electronic  Markets  (EM) 

Interactive  Marketing 
Intranets,  Extranets,  Web  Hosting 
Electronic  Payment  Services 
Other 


CONTRACT  EMPHASIS  (High  Value  vs.  Low  Value): 


CONTRACT  DETAILS 

Absolute  Total  Contract  Value  (SM) Value  Range  (A-G  ) 

Annual  Contract  Value  (SM)  

Pricing  Details  

Years  Length  Range(A.-E’) 
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Click  Here  FoTIBM~eBusiness! 


EDS  and  Gensym  Awarded  Contract  for 
Eastern  Trough  Area  Project  Oil  Field 
Production  Management  System 


January  19, 1998 

CAMBRIDGE,  Mass. --(BUSINESS  WIRE)  via  Individual  Inc.  — Jan.  16,  1998— 
ETAP  enables  cost-effective  development  of  largest  combined  oil 
field  in  the  North  Sea 

EDS,  a leading  global  information  services  provider,  and  Gensym  Corp. 
(NASDAQ:GNSM),  a leading  provider  of  software  and  services  for  intelligent 
systems,  have  been  awarded  the  contract  to  develop  an  oil  field  production 
management  system  for  the  Eastern  Trough  Area  Project  (ETAP)  in  the  North  Sea. 
The  initial  phase  of  the  project,  Integrated  Production  Management,  involves  several 
worker-years  of  joint  effort  that  is  scheduled  to  be  completed  by  the  end  of  March 


A joint  project  of  BP,  Shell,  Esso,  Agip,  Total,  Murphy,  and  Moex,  ETAP  initially 
entails  the  integrated  development  of  seven  oil  and  gas  accumulations  in  the  North 
Sea.  Because  each  of  the  fields  is  small,  they  would  not  have  been  commercially 
viable  as  stand-alone  projects.  However,  by  combining  reserves,  ETAP  will  be  the 
North  Sea's  largest  field  development  effort  in  the  last  ten  years.  ETAP  is  unique,  as 
companies  holding  different  interests  in  each  field  have  agreed  to  design  and  construct 
shared  facilities,  with  BP  as  the  operator,  thereby  significantly  reducing  capital  and 
operating  costs. 

ETAP  will  have  a Central  Processing  Facility  (CPF)  that  will  also  act  as  an  export  hub 
for  all  the  oil  and  gas  produced.  EDS  is  responsible  for  the  development  of  the  IT 
infrastructure  to  support  the  production  management  operations  of  the  CPF.  On  the 
EDS  consultants'  recommendation,  BP  determined  that  Gensym's  intelligent  G2(R) 
software  was  "best  of  breed"  to  meet  the  requirements  of  the  Integrated  Production 
Management  Environment  (IPME)  of  the  CPF.  The  three  main  elements  of  IPME  are 
an  operator  advisory  system,  a production  forecasting  system,  and  a capacity 
allocations  system. 

In  addition,  EDS  intends  to  use  G2  as  the  "glue"  that  binds  together  all  the  new  and 
legacy  systems.  "G2  is  an  excellent  tool  to  use  as  an  integration  platform,  because  it 
can  be  seamlessly  linked  to  a wide  variety  of  real-time  data  systems  and  databases," 
says  Alison  Taylor,  Senior  Business  Consultant  at  EDS.  "G2  offers  object-oriented 
technology,  an  intuitive  graphical  user  interface,  and  natural  language  capabilities. 

As  a result,  we  expect  that  we  can  deliver  the  final  system  ten  times  faster  compared  to 
traditional  software  development  tools.  Furthermore,  maintenance  costs  for  a 
G2-based  system  will  be  significantly  less  than  those  of  a system  developed  with 
conventional  programming  techniques." 

Founded  in  1986,  Gensym  Corp.  is  a leading  supplier  of  software  and  services  for 
intelligent  systems  that  help  organizations  manage  and  optimize  complex  dynamic 
processes.  Common  applications  include  quality  management,  process  optimization, 
dynamic  scheduling,  network  fault  management,  energy  and  environmental 


1998. 


1/19/98 


10:55:14  AM 


Page  2 of  2 


Z'  EDS  and  Gensym  Awarded  Contract  for  Eastern  T... 

management,  and  abnormal  situation  management  Gensym  has  sold  more  than  7,000 
product  licenses  to  organizations  in  manufacturing,  communications,  aerospace, 
transportation,  finance,  and  other  industries.  Based  in  Cambridge,  Mass.,  Gensym  has 
offices  in  North  America,  Europe,  Africa,  and  the  Pacific  Rim.  Visit  Gensym  on  line 
at  http://www,gensvm.com . 

EDS,  the  official  information  technology  provider  for  World  Cup  1998,  is  a leader  in 
the  global  information  services  industry.  The  company's  approximately  100,000 
employees  specialize  in  applying  a range  of  ideas  and  technologies  to  help  business 
and  government  customers  improve  their  economics,  products,  services,  and 
relationships.  EDS,  which  serves  customers  in  42  countries,  reported  revenues  of 
$14.4  billion  in  1996.  The  company  is  independent  and  publicly  owned,  and  its  stock 
is  traded  on  the  New  York  Stock  Exchange  and  the  London  Stock  Exchange.  EDS  can 
be  visited  via  the  Internet  at  http://www.eds.com  . 

This  document  contains  certain  forward-looking  statements  as  that  term  is  defined  in 
the  Private  Securities  Litigation  Reform  Act  of  1995.  For  this  purpose,  any  statements 
contained  herein  that  are  not  statements  of  historical  fact  may  be  deemed  to  be 
forward  looking  statements.  Without  limitation,  the  words  "expect  that,"  "scheduled  to 
be",  and  similar  expressions  are  intended  to  identify  forward-looking  statements.  Such 
forward-looking  statements  are  subject  to  risks  and  uncertainties  which  could  cause 
actual  results  to  differ  materially  from  those  anticipated.  Such  risks  and  uncertainties 
include,  but  are  not  limited  to,  fluctuations  in  customer  demand,  intensity  of 
competition  from  other  solutions  vendors,  as  well  as  other  risks  included  in  Gensym's 
Form  10-Q  for  the  quarter  ended  Sept.  30,  1997,  as  filed  with  the  Securities  and 
Exchange  Commission. 

Editors:  Color  photography  is  available  from  Gensym.  Gensym  and  G2  are  registered 
trademarks  of  Gensym  Corp. 

CONTACT:  Gensym  Corp.  | Betsy  Gartner  | 617-588-9241  | bgartner@gensym.com  | 
or  | Gensym  BV  | Claudine  van  den  Bergen  | +31  71  5682  684  | cbergen@gensym.com 
| or  | EDS  | Colin  Will  | +44  1224  422498  | colin.will@exgb01.exch.eds.com 

[Copyright  1998,  Business  Wire] 
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!rtron  Corp.  Moves  to  Hasten  Expansion 
Hth  Plan  That  Draws  FireFromPeco 
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Bv  John  R.  Emshwiller 

Staff  Reporter  of  The  Wale  Street  Journal 

In  a novel  attempt  to  speed  up  its  entry 
intonew  markets 

tinn  Houston-based  Enron  Corp.  asttee 
Pennsylvania  officials  for  authorization  to 
provide ^electricity  in  the  PMWUjftu 
area,  offering  an  upfront  payment  of  $5.46 

iron's  proposal,  which  was  assailed 
hv  pS  Energy  Co.,  the  utility  that  cur- 
rently serves  Philadelphia,  essentially 
would  insert  the  Texas  company  between 
Peco  and  that  utility's  current  customer 
base  Enron  said  it  would  contract  with 
^continue  providing  those  eus- 
tomers  with  electricity  as  well  as  other 
services  such  as  billing  and  repairs. 

In  return,  Enron  would  give  customers 
a jSS  reduction,  effective  next  Sep- 
tember  and  has  offered  to  pay  reco 
billion  to  help  it  recover  its  inves  - 

ment  in  uneconomic  Plai?;an^e^ove?ed 
The  $5  46  billion  would  be  recoverea 

through  future  charges  to  customers. 

Rivals  Restructuring  Plan 

The  Enron  proposal  is  designed  to ■ com- 
nete  with  a restructuring  plan  Peco  ha 
already  filed  with  Pennsylvania  regula^ 

tore  Public  hearings  on  that  plan  are 
scheduled  for  next  week.  Pennsylvania, 
like  other  states,  has  been  moving  to 

SdSorSnSEsIptS 
iS  Smpetition E"™  °mc,als  1“5 

thfs  was  the  first  time  that  a company  had 
attempted  to  move  into  an  electric  utility 

Enron 

arv"'in  Peco's  electric  market  "but  tsnt 
Hill  acknowledged  that  .^n  waTl£UgeV  he 

rsraffs  .aid  that  Enron's 


SutS-'S 

S'  the*  proceeds 
going  lo  Peco.  However.  Peco  officiafssaid 

r«ren"«S{eas,ly 

rKSS'bTc»XS.oSg"a« 

packaging  Ssome  or  a„  of  the  proposed 
bonds  for  resale. 

Aggressive  Reputation  Cited 

Initially  a natural  gas-transmission 
company  .Enron  has  won  a reputation  as 
heineone  of  the  most  aggressive  firms  in 
Sudding  era  of  electric-utility  deregula- 
tion. Seeking  to  become  a mjor  Plajer 
the  electric  industry,  it  spent  $2.1  billion  in 
1996  to  acquire  Portland  General  Corp.,  a 
me  electric  utility  that  serves  parts  of 
the  Northwest.  Enron  has  been  advertising 
heavily  to  boost  its  name  recognition. 


ivnj  w — 

Under  its  Pennsylvania  proposal, 
Enron  would  become  the  “default  electric 
provider  in  place  of  Peco,  which  current  y 
has  about  1.5  million  electricity  customers^ 
SsTans  that  as  electric  competmon 
opens  up  in  Pennsylvania,  ^he  defaul 
nrovider  gets  those  customers  who  don  t 

Utility  Commission. 

If  it  became  the  default  provider,  Enron 

vide  more  revenue  to  the  comPa^;u  h we 

Mr4Kesp"„kesman  for  the  MM*™* 

SSisa?l»otddh’.ye.beable» 

C°"a!ron's  forays  into  the  electric-utility 
industry  haven't  met  u”^emaUwrova^ 
the  financial  community.  Oary  J ™ 

imms 

sion  business. 


Agent  status.  Global  Travel  Tnipm-. c c^reer  Pa'h-S  to  take  advantage  of  T 
independent  travel  3 mu,t,natio^'  'ravel  agenCv  £ 

no  Prior  experience  fo  become  S eniov  IT  ^ Certify  and  42/  - 

HUGE  D,S<  ,,,:y,WHA,;  ARbE  THE  BEN®«?  ' 

RrIIaTunCaHRen‘alS’  Luxur/  Cruises, 

Split  Commissions  - E,m  up  ,0  a 5®  L ' VacT  ■on  p“k»s 
Great  Service  - mu  f P 5°/5°  ommiss,on  sPJi'- 

How|oni  „ . 

37  «$■  »“ l£^Z I®  S^'^-epenta,  ,rave,  age„, 
Will  also  receive  the  Official  Travel  a nu  * ’Up  101  Vla  Federal  Express  Yn„ 

comm3'’0"31  AgCnCy  Identification  Number  to  S’10  Ca-d  a"d  the  Global  Travel 
remissions  immediately.  GTI  offers  a in  a b gin  receiving  great  discounts  and 
credit  cards  accepted.  °'day’  money  back  guarantee.  All  major 

* corporate  inquiries  welcome 

GlobalTravcl  International.  Inc.  is  a fully  v 

licensed  and  accrediied  Travel 
Management  Co.  SOT  EL  #207.14. 
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Tip  Of  The  Day 


michael . a . organ,  09:51  PM  1/13/98,  Outsourcing  Trends  in  the  Oil 


>From  michael.a.organ@ac.com  Tue  Jan  13  23:01:39  1998 
To:  sherry  sumits  <sumits@input . com> 

Cc : "jill  e.  posnick"  <jill_e._posnick%andersen_wo@notes2 .CompuServe. com> 
From:  "michael . a . organ"  <michael . a . organ@ac . com> 

Date:  13  Jan  98  21:51:51 

Subject:  Outsourcing  Trends  in  the  Oil  & Gas  Industry 

Using  consulting  hours,  on  a 'best  efforts'  basis,  could  you  please  complete 
the  attached  chart  for  trends  in  the  Oil  & Gas  industry? 

The  information  is  needed  by  next  Tuesday,  January  20.  Please  forward  the 
results  to  me  and  jill.e.posnick@ac.com 

Thank  you, 

Michael 
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Printed  for  Sherry  Sumits  <sumits@input . com> 


1 


Sherry  Sumits 


To: 

Company: 

Fax  number: 
Business  phone: 

Sherry  Sumits 

+ 1 (800)  3794107 2196850506J6509613966 

From: 

Fax  number: 
Business  phone: 
Home  phone: 

Michael  Organ 
+1  (312)  335-8006 

Date  & Time: 
Pages: 

Re: 

1/14/98  10:35:30  PM 
4 

Attachment  for  Oil  & Gas  Industry  Information  Request 

Sherry: 
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Making  the  Supply  Chain  a Competitive  Weapon 
in  the  Energy  Industry 


Faced,  with  deregulation  and  escalating  competition,  today  s electric  and  gas  public 
utility  is  changing  rapidly.  Further,  revolutionary  technology,  as  evidenced  by  the 
Internet,  has  opened  up  entirely  new  business  opportunities  worldwide.  As  the  lead- 
ers in  this  industry  focus  on  survival  and  growth  beyond  the  year  2000,  they  are 
beginning  to  realize  substantial  cost  reductions  and  improvements  in  customer 
service  through  fresh  approaches  to  managing  the  supply  chain.  In  this  article, 
Peter  K.  Punwa  ni  and  Christopher  J.  Trump  explore  some  of  the  key  trends  related 
to  exploiting  the  supply  chain  as  a competitive  weapon.  They  discuss  five  keys  to 
unlocking  the  potential  that  lies  dormant  throughout  the  industry,  and  they 
include  a brief  overview  describing  how  to  implement  these  ideas. 


PERSPECTIVES ™ 
helps  business  and 
information  systems 
executives  address 
critical  management 
and  technology  issues. 


icquisitions.  Mergers.  Alliances. 
Disaggregation.  These  terms  are  becoming  increasingly  familiar  to 
energy  executives.  To  put  it  mildly,  the  energy  industry  is  undergoing 
fundamental  and  radical  changes,  which  will  become  even  more  dra- 
matic in  the  next  few  years.  Wholesale  wheeling  is  already  a reality.  Retail 
wheeling  is  just  around  the  corner.  The  days  of  the  last  remaining  regu- 
lated monopoly  are  numbered:  vertically  integrated  uulities  operadng  in 
protected  markets  will  disappear  — and  industry  leaders  are  struggling 
with  how  best  to  organize  for  compeudon. 


In  addiuon,  several  electric  and  gas  providers  have  merged  recendy, 
creaung  full-service  energy  companies.  Consolidauon  between  energy 
companies  and  providers  of  services  such  as  telecommunicadons  and 
cable  is  another  increasing  trend.  Basically,  if  an  enterprise  has  access  to 
customers  through  exisung  wires,  pipes,  or  cables,  it  is  a candidate  for  an 
alliance.  Disaggregauon  also  will  increase  as  verucally  integrated  energy 
companies,  depending  on  chosen  strategies,  divest  themselves  of  genera- 
Uon  or  transmission  and  distribudon  (T&D)  assets,  or  both,  and  seek  to 
become  full-service  energy  companies. 
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The  Challenge  for  Supply  Chain  Management 

The  need  to  reduce  costs  is  pervasive  throughout  the  energy  market- 
place. Energy  is  a commodity.  And  in  a commodity  market,  only  low-cost 
providers  survive.  Increased  competition  will,  for  example,  drive  the 
price  of  electricity  ever  lower,  with  estimates  as  low  as  three  cents  per 
kilowatt-hour  at  the  wholesale  level.  Supply  chain  management  (SCM) 
can  help  reduce  cost  per  kilowatt-hour  by  focusing  on  the  internal 
processes  and  external  suppliers  that  provide  material  and  services.  Why 
is  this  so  important?  Because  for  a typical  utility,  the  dollar  volume  of 
material  and  services  purchased  for  capital  and  O&M  purposes  repre- 
sents almost  half  of  non-fuel  operating  expenses  — more  than  S500 
million  for  larger  utilities. 

However,  simply  reducing  the  costs  of  material  and  services  is  not 
enough.  SCM  must  consider  the  larger  picture  and  balance  cost  reduc- 
tion with  the  need  to  keep  the  system  running  reliably.  It  serves  no  pur- 
pose to  cut  inventories  in  half  if  internal  service  levels  suffer.  Unscheduled 
outages  can  cost  hundreds  of  thousands  of  dollars  per  day.  Costs  must 
be  reined  in  rationally  so  that  as  they  are  driven  from  the  supply  chain, 
service  levels  can  improve. 

Some  energy  industry  leaders  have  demonstrated  that  effective  supply 
chain  management  can: 

► Cut  lead  times  by  as  much  as  95% 

► Reduce  inventory  carrying  costs  substantially 

► Lower  costs  of  supply  chain  processes  by  20%-60% 

► Reduce  prices  paid  for  material  and  services  by  3%-10% 

► Provide  faster  and  more  complete  information  for  financial 
and  operating  decision-making. 

Applying  World-Class  Supply  Chain  Principles  to  Utilities 

What  is  a supply  chain?  In  manufacturing,  it  refers  to  the  relationships 
and  flow  of  material  between  an  enterprise,  its  suppliers,  and  its  cus- 
tomers. It  includes  external  entities  such  as  raw  material  and  spare  parts 
suppliers;  internal  entities  like  requisitioned,  raw  material  inventory, 
work-in-progress  inventory,  finished  goods  inventory,  purchasing, 
accounts  payable,  production,  customer  service,  and  distribution;  and, 
finally,  the  ultimate  customer.  Implementation  of  SCM  concepts  is  a 
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major  reason  that  manufacturing  in  the  United  States  is  consistendy 
rated  as  the  world’s  most  producuve.  Why?  Because  getting  material  and 
services  to  the  right  place  at  the  right  time  improves  efficiencies  through- 
out an  operation. 

How  can  SCM  practices  be  applied  to  energy  companies?  Utility  procure- 
ment and  materials  management  activities  typically  are  driven  by  con- 
struction, operating,  and  maintenance  needs,  rather  than  manufacture 
of  goods.  As  with  manufacturing,  a well-conceived  supply  chain  should 
ensure  that  material  is  “pulled”  on  an  as-needed  basis,  rather  than  main- 
tained at  excessive  costs  throughout  points  in  the  supply  chain.  The 
energy  company  supply  chain,  as  illustrated  in  Figure  1,  can  be  config- 
ured to  ensure  “Demand-Pull”  concepts. 

Opportunities  for  improvement  exist  throughout  the  supply  chain,  and 
can  provide  benefits  along  many  dimensions.  Procurement  savings  of  as 
little  as  1%  can  return  millions  of  dollars  to  the  bottom  line.  Inventory 
reductions  can  improve  cash  flow  and  free  up  working  capital.  Better 
negotiation  and  management  of  service  contracts  can  reduce  costs  con- 
siderably. And  most  utilities  can  achieve  significant  benefits  by  applving 
proven  SCM  concepts  to  their  procurement  and  materials  management 
operations. 


AN  ENERGY  COMPANY  “DEMAND  PULL”  SUPPLY  CHAIN  MODEL 


Energy  Company  Supply  Chain  Model 
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EXPENSES  ARE 


Purchased 

Services 


How  well  do  utilities  manage  their  supply  chains?  While  some  excel  at  a 
few  elements,  typically  many  opportunities  are  not  exploited.  In  a non- 
competitive environment,  it  was  easy  to  institutionalize  inefficient 
processes  and  practices,  such  as  those  listed  below. 

► Bidding  all  orders  of  more  than  $5,000  and  using  complex,  time-consum- 
ing processes  for  awarding  purchase  orders. 

► Users  buying  stocked  material  from  local  stores  at  high  prices  to  avoid 
store-handling  charges  on  inventory  issues.  To  them,  the  cost  is  lower, 
but  the  company  pays  more. 

► Phone  calls  made  to  management  each  time  material  costing  more  than 
$1,000  is  requested  from  stock. 

► Three  levels  of  approval  for  expenditures  of  as  little  as  $100. 

► Buyer  performance  measured  by  tracking  time  spent  on  more  than  15 
procurement  steps  without  performance  measures  related  to  reducing  cosl 

► Accounts  payable  routing  mismatched  invoices  to  purchasing  for  formal 
change  orders  for  price  variances  of  just  pennies. 

► Paper-  and  time-intensive  service  contract  management  processes  that 
lack  true  controls. 

In  short,  it  is  easy  to  see  that  such  inefficient,  cost-generating  practices, 
though  once  tolerated  by  customers,  no  longer  are  tenable  in  the 
impending  free-market  energy'  industry. 

Five  Keys  to  Energy  Supply  Chain  Management 

A price-sensitive  commodity  market  simply  will  not  allow  high-cost 
processes  to  continue.  Therefore,  it  is  incumbent  upon  energy  compa- 
nies to  identify  and  exploit  opportunities  to  improve  their  supply  chains. 
These  five  steps  demonstrate  how  they  can  do  so:  simplify  the  process; 
recognize  the  importance  of  suppliers;  leverage  technology;  focus  on 
internal  customers;  and  adopt  a supply  chain  view. 

Redesigning  the  supply  chain  is  not  easy  — but  it  must  be  done  to  ensure 
a strong  competitive  position. 


1.  Simplify  the  Process 

Supply  chain  processes  do  not  have  to  be  complex.  However,  examples 
of  multiple  steps  evolving  into  processes  over  time  are  not  unusual. 
Sometimes,  one-time  events  cause  implementation  of  process  steps  or 
controls  that  long  outlast  their  usefulness.  Simply  automating  these 
processes,  without  first  redesigning  them  dramatically,  is  ineffective. 
Process  complexity  in  SCM  falls  into  two  categories:  non-value-added 
activities  and  excess  layers  of  process  control. 

Focus  on  Value-Added  Activities 

Value-added  activities  are  those  that  contribute  directly  to  the  well- 
executed  completion  of  a process,  presuming,  of  course,  the  process 
itself  is  value-added.  The  following  two  scenarios  illustrate  how  the 
number  of  activities  and  handoffs  in  a process  can  differ: 

► An  engineer  needs  a book  on  advanced  circuitry.  He  fills  out  a purchase 
requisition  and  forwards  it  to  his  supervisor  for  approval.  .After  approval, 
it  is  routed  to  purchasing,  where  a buyer  finds  the  book  for  S45.  A clerk 
enters  the  purchase  order,  prints  it,  and  mails  it  to  the  supplier.  .After 
shipment,  the  supplier  sends  an  invoice  to  accounts  payable,  which  mails 
it  to  the  employee  for  approval.  The  employee  signs  the  invoice  and 
routes  it  to  accounts  payable,  where  it  is  entered  and  paid. 

► An  engineer  needs  a book  on  advanced  circuitry.  Using  one  of  a variety 
of  distributed  purchasing  options,  she  buys  the  book  for  S50.  At  the  end 
of  the  month,  her  supervisor  receives  and  reviews  a report  showing  all 
expenses  for  her  department,  including  the  book.  Purchasing  and 
accounts  payable  are  not  involved  with  the  specific  order. 

Purchasing  and  accounts  payable  departments  process  many  orders  and 
invoices  to  which  they  add  little  or  no  value.  This  can  be  expensive,  as 
the  cost  of  creating  purchase  orders  can  be  high  — often  more  than  $75. 
The  process  cost  to  the  company  in  the  first  scenario  was  easily  twice 
that  described  in  the  second.  A better  price,  yes,  but  overall,  a very  expen- 
sive book. 

Remove  Unneeded  Layers 

The  nation’s  largest  retailer  made  news  with  its  announcement  that  it 
would  no  longer  deal  with  intermediate  distributors  but,  instead,  would 
buy  directly  from  manufacturers  of  goods.  The  company  is  able  to  do  this 
because  its  buying  clout  and  sophisticated  point-of-sale  system  allow  it  to 
pull  demand  based  on  consumption.  This  retailer  devotes  only  10%  of  its 
store  space  for  inventory,  while  its  competitors  average  about  25%. 
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Historically,  utilities  have  operated  their  material  distribution  network 
with  district  warehouses  serving  local  crews.  Usually,  a central  warehouse 
transfers  material  to  satellite  warehouses  which,  in  turn,  issue  material 
to  crews.  The  perception  is  that  service  is  best  provided  by  a local  ware- 
house. In  reality,  this  arrangement  generally  results  in  excess  inventory 
and  overstaffing. 

Some  utilities  have  achieved  success  by  abandoning  this  decentralized 
model  in  favor  of  a centralized  system  in  which  deliveries  are  made  only 
to  meet  planned  material  needs,  thus  removing  a layer  of  inventory  from 
the  supply  chain. 

By  evaluating  unique  needs  carefully,  most  utilities  can  redesign  processes 
and  reconfigure  logistics  to  realize  significant  cost  savings  without  reduc- 
ing service.  Some  organizations  reduce  volume  in  purchasing  and 
accounts  payable  by  more  than  50%  while  actually  improving  service  to 
the  user  community.  This  reduction  enables  these  companies  to  focus 
their  procurement  resources  on  activities  that  really  save  money  — such 
as  negotiating  contracts  for  services  or  long-term  material  needs.  In 
another  case,  an  electric  utility  reconfigured  its  material  distribution 
logistics  to  eliminate  intermediate  warehouses  and  realize  ongoing, 
annual  savings  of  more  than  §4  million. 

2.  Recognize  the  Importance  of  Suppliers 

Suppliers  are  integral  to  an  energy  company’s  supply  chain.  Historically, 
however,  relationships  between  utilities  and  suppliers  have  been  arm’s 
length  at  best,  adversarial  at  worst  Highly  competitive  companies  recog- 
nized years  ago  the  importance  of  codependency  between  themselves 
and  their  suppliers.  In  such  companies,  supplier  relationships  have  been 
elevated  to  a strategic  level  commensurate  with  their  impact  on  business. 
Some  progressive  automakers  go  as  far  as  lending  engineering  support  to 
their  suppliers  to  improve  their  production  efficiency,  an  investment  that 
pays  off  in  reduced  cycle  times,  product  reliability,  and  improved  supply 
chain  performance. 

Where  should  an  energy  company  begin  to  try  to  get  closer  to  suppliers? 
Start  by  identifying  high-impact  candidates  for  supplier  alliances.  Once 
key  suppliers  have  been  classified,  companies  can  establish  various 
arrangements  to  improve  communication  and  service.  These  relation- 
ships must  be  beneficial  to  both  parties  or  they  will  not  survive.  For  exam- 
ple, if  the  customer  enjoys  all  the  benefits,  there  is  no  incentive  for  the 
supplier  to  improve.  Ideally,  purchasing  receives  competitive  prices  and 
better  service,  while  suppliers  get  more  volume  at  a fair  profit,  as  well  as 
consistent  order  flow  to  help  balance  production. 


It  is  important  to  focus  on  supply  chain  impacts  of  supplier  arrange- 
ments. Consignment  stock  is  an  oft-cited  achievement  of  progressive 
utilities.  However,  sometimes  its  impact  on  the  supply  chain  is  minimal 
because  the  stock  simply  has  been  shifted  to  the  supplier,  who  still  incurs 
— and  passes  on  — associated  costs.  True  supply  chain  optimization  elimi- 
nates inventory  from  the  supply  chain,  not  merely  the  utility’s  books. 

One  Midwestern  electric  and  gas  company  recently  achieved  remarkable 
results  from  supplier  alliances.  By  reducing  its  list  of  qualified  suppliers 
for  a key  commodity  from  five  to  two  and  entering  into  longer  term 
contracts,  this  company  has  realized  three-day  delivery  commitments, 
improved  quality,  and  price  reductions  of  up  to  15%.  In  another  exam- 
ple, a large  petrochemical  company  achieved  similar  cost  savings  and 
just-in-time  responsiveness  by  setting  up  a supplier  warehouse  complex  — 
right  outside  its  own  gates! 

3.  Leverage  Technology 

Today’s  technology  provides  a tremendous  opportunity  for  supply  chain 
integration.  Improved  integration  across  supply  chain,  work  manage- 
ment, and  financial  systems  is  opening  up  entire  new  opportunities  for 
integrating  processes  and  information.  Today’s  client/ server  solutions 
make  information  more  user  friendly  and  timely  for  decision-makers. 
Electronic  Commerce  is  revolutionizing  communications  between  organi- 
zations, their  suppliers,  and  customers.  Visionary  energy  companies  are 
capitalizing  on  these  capabilities. 

Integrate  Supply  Chain  Processes 

State-of-the-art  package  software  offers  powerful  new  standard  features 
such  as  electronic  approvals  for  purchase  requisitions.  Using  this  feature, 
one  gas  utility  reduced  its  average  purchase  requisition  cycle  time  from  14 
days  to  two  by  automating  the  purchase  requisition  approval  routing  func- 
tion and  simplifying  some  layers  of  approval.  However,  at  another  com- 
panv,  the  supply  chain  team  questioned  the  need  for  such  approvals.  The 
result  is  a streamlined  process  across  work  management  and  purchasing 
functions  that  eliminates  the  need  for  purchase  requisition  approvals  in 
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Integration  of  supply  chain  processes  with  upstream  planning  processes 
(e.g.,  work  management,  maintenance  management)  and  downstream 
processes  (e.g.,  financial  management)  is  critical  to  achieving  true  bot- 
tom-line benefits. 

At  a nuclear  plant,  work  scheduling  was  improved  significandy  through 
on-line  integration  of  work  orders  with  purchasing  and  inventory  man- 
agement systems.  Using  bar-coding  technology,  work  order  entry  was 
simplified,  making  it  far  easier  to  enter  timely  and  accurate  demand 
information.  In  turn,  the  supply  chain  systems  were  linked  tightly  to 
financial  systems  to  provide  better  purchase  order  commitment  informa- 
tion and  more  realistic  detail  for  activity-based  management  information. 
The  result  is  substantial  productivity  improvements  brought  about  by 
avoiding  duplicate  information  entry;  far  better  coordination  between 
maintenance  and  materials  planners;  and  much  more  useful  cost  infor- 
mation for  decision-makers. 

Client/Server  Solutions 

As  the  legacy  mainframe  systems  of  the  1970s  and  1980s  give  way  to 
client/server  computing  solutions,  powerful,  new  user-friendly  tools  are 
becoming  available  to  support  the  buyer,  planner,  and  supply  chain 
executives. 

For  example,  in  a client/server  architecture,  buyers  can  use  their  work- 
stations to  evaluate  quotes  obtained  from  different  suppliers  on  spread- 
sheets, using  charts  and  graphs  as  needed.  This  is  in  sharp  contrast  to  a 
traditional  mainframe  environment,  in  which  buyers  are  forced  to 
endure  several  time-consuming  tasks,  requiring  a combination  of  main- 
frame reports  and  manual  or  PC-based  steps  to  produce  similar  results. 

A wealth  of  allied  technologies,  such  as  graphical  user  interfaces, 
advanced  computer  networking,  groupware,  distributed  relational  data- 
bases, portable  computers,  bar-coding,  and  radio  communications 
interfaces  are  also  contributing  to  increased  power  and  versatility  in 
supporting  this  distributed  environment. 

Link  Up  With  Suppliers  Electronically 

The  roots  of  Electronic  Commerce  can  be  traced  to  Electronic  Data 
Interchange  (EDI),  a 25-year-old  technology  that  has  been  in  use  at 
energy  companies  for  the  past  decade.  EDI  facilitates  and  expedites  com- 
munication of  business  documents  between  an  energy  company  and  its 
suppliers.  By  eliminating  clerical,  mailing,  and  other  costs  associated  with 
paper-based  information  (purchase  orders,  acknowledgments,  invoices, 
shipping  notices,  and  remittances),  EDI  reduces  costs,  processing  delays, 
and  errors. 


More  recently,  Internet  access  has  spawned  a revolution  in  Electronic 
Commerce;  it  promises  to  change  the  ways  companies  do  business  almost 
completely.  Supplier  catalogs  and  pricing  for  many  commodities  are 
available  on-line  today.  Experiments  with  intelligent  “agents”  that  can 
retrieve  information  automatically  are  encouraging  and  should  be  appro- 
priate for  a variety  of  business  uses.  The  Internet  presents  a tremendous 
opportunity  for  shared  information,  as  well  as  transaction  processing. 

Any  system  development  effort  undertaken  today  should  incorporate 
Internet  access  features  to  enable  users  to  exploit  this  exciting  new 
opportunity. 

To  make  the  most  efficient  use  of  available  technology,  existing  processes 
must  be  redesigned.  For  example,  examine  supplier  payments.  Evaluated 
Receipt  Settlement  (ERS)  — matching  purchase  orders  to  receipts  to 
make  supplier  payments  without  requiring  a supplier’s  invoice  — has 
brought  about  significant  savings  at  many  companies.  A Southeastern 
electric  company  improved  its  integrated  processes  drastically  by  using 
combinations  of  ERS  concepts  and  EDI  technology.  The  company 
realized  a 60%  reduction  in  accounts  payable  staff  and  improved  lead 
times.  It  also  eliminated  late  payments,  leading  to  better  discounts  on 
purchases. 

4.  Focus  on  Internal  Customers 

In  manufacturing  and  distribution,  there  has  been  an  increased  focus  on 
customers  during  the  past  decade.  Further,  market  fragmentation  has 
been  taken  to  the  neighborhood  level  for  some  consumer  products.  By 
addressing  the  needs  of  ever-specialized  groups  of  customers,  companies 
have  enjoyed  increased  revenue  and  profitability.  For  energy  company 
supply  chain  processes,  the  needs  of  customers  in  generation  plants  ver- 
sus T&D  can  be  significantly  different.  Understanding  their  needs  and 
priorities  is  critical  to  providing  them  with  the  right  levels  of  service. 

Listen  to  Your  “ Customers  ” 

Such  internal  customers  are  quite  often  the  best  source  of  information 
on  how  well  suppliers  meet  their  needs.  They  work  dav-in  and  day-out 
with  contractors  and  purchased  materials.  It  is  vital  to  involve  internal 
customers  in  any  SCM  initiative,  and  for  procurement  professionals 
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to  realize  whom  they  serve.  Failing  to  do  so  can  be  catastrophic.  An 
example  of  a seemingly  trivial  item  illustrates  this  point: 

Distribution  line  crews  preferred  a brand  of  tape  because  it  was  easy  to 
use.  Despite  this  preference,  the  purchasing  department  competitively 
bid  and  bought  a low-price  brand  that  crews  found  nearly  impossible 
to  use.  To  get  around  the  problem,  crews  bought  tape  at  local  stores  at 
prices  up  to  50%  more  than  the  purchasing  department  could  have 
negotiated.  In  this  case,  the  price  difference  was  insignificant  compared 
with  the  total  cost  of  buying  inferior  tape. 

Promote  Planning 

The  effectiveness  of  the  materials  management  function  depends  on  the 
quality  of  information  it  receives.  Armed  with  valid  information  on  his- 
torical usage,  seasonal  demand,  planned  outages,  and  scheduled  material 
requirements,  material  planners  can  develop  and  manage  a finely  tuned 
supply  operation  for  internal  customers. 

Conflicting  goals  between  requesting  departments  and  materials  man- 
agement is  a common  problem  for  utilities.  Materials  management  is 
responsible  for  optimizing  inventory  levels.  But  requesters,  who  actually 
determine  inventory  levels  by  how  well  they  plan,  sometimes  do  not  care 
about  inventory.  They  are  evaluated  on  getting  work  done  so  that  plant 
downtime  is  minimized  and  customers  receive  the  best  possible  service. 
Sometimes,  this  conflict  puts  two.  major  supply  chain  links  at  loggerheads. 

This  situation  can  be  improved  by  sharing  information  to  benefit  materi- 
als and  work  management.  At  one  generating  plant,  the  maintenance  sys- 
tem was  integrated  with  materials  management  so  that  changes  to  work 
request  schedules  updated  material  requests  in  inventory  management 
and  purchasing  systems.  This  integration  allowed  up-to-the-minute  mater- 
ial availability  information  for  maintenance  planners  and  provided 
revised  upstream  customer  requirements  for  material  planners.  In  addi- 
tion, it  allowed  the  supply  chain  to  approach  just-in-time  performance 
as  well  as  inventory  reductions  of  approximately  15%-20%.  At  the  same 
time,  service  levels  for  maintenance  planners  improved,  with  the  percent- 
age of  work  orders  awaiting  materials  dropping  to  less  than  1%. 

5.  Adopt  a Supply  Chain  View 

Supply  chain  activities  typically  are  performed  by  different  organizational 
units,  usually  without  a common  process  view.  Activities  surrounding  the 
replacement  of  a pole,  for  example,  can  involve  half  a dozen  depart- 
ments, from  customer  service  through  purchasing.  Most  utilities  are 
organized  vertically  around  “functional  silos”  such  as  finance,  corporate 


services,  and  inventory  management.  For  supply  chain  processes,  this 
results  in  accounts  payable,  purchasing,  and  inventory  management 
often  reporung  up  to  different  functional  areas  — or  even  split,  with 
each  business  unit  or  plant  having  its  own  functions. 

While  not  inherently  disadvantageous,  such  an  arrangement  makes  it 
more  difficult  to  view  the  various  pieces  of  the  supply  chain  as  one  inte- 
grated process  — a process  that  must  work  together  to  reduce  costs 
and  serve  “customers.”  Integrating  the  supply  chain  requires  that  the 
processes  composing  it  be  identified  and  coordinated  with  common  goals 
and  performance  measures.  A horizontal,  business-process  focus  must 
replace  the  typical  vertical  focus  to  ensure  that  handoffs  are  minimized 
and  that  changes  benefiting  the  entire  organization  can  be  implemented 
quickly. 

This  horizontal  view  can  be  achieved  in  many  ways.  At  one  East  Coast 
electric  and  gas  company,  cross-organizational  teams  were  established  on 
a permanent  basis  to  address  overall  supply  chain  issues.  In  another  case, 
a large  electric  and  gas  utility  reorganized  its  inventory  management 
function  by  bringing  inventory  under  central  materials  management. 

Both  companies  realized  benefits  from  the  changes,  including  inventory 
reductions  of  approximately  15% * 

This  philosophy  can  be  applied  to  both  vertically  integrated  and  disaggre- 
gated utilities.  Figure  2 shows  how  this  approach  might  work  at  a 
generation-only  company. 

Once  the  supply  chain  has  been  identified,  energy  companies  can  elect 
to  take  advantage  of  another  current  trend:  outsourcing.  While  most 
often  associated  with  information  systems  departments,  outsourcing  is 
gaining  momentum  in  other  areas  as  well.  For  example,  supplier  stocking 
programs  are  one  variant  common  in  today’s  energy  marketplace.  The 
degree  to  which  outsourcing  can  be  applied  depends  on  many  complex 
factors.  It  should  be  undertaken  carefully,  preferably  in  a series  of 
small  steps. 

Getting  There 

Given  the  rapid  restructuring  taking  place  in  the  industry,  and  the  power- 
ful technology  available,  many  energy  companies  are  moving  forward 
with  supply  chain  redesign  and  implementation  projects  to  harness  the 
power  of  streamlined  new  processes. 
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A SUPPLY  CHAIN  VIEW  OF  AN  ENERGY  COMPANY  PROCESS 
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While  a handful  of  companies  have  been  very  successful,  the  vast  majority 
have  had  project  schedules  and  costs  escalate  far  beyond  budget,  with 
a concurrent  delay  in  expected  benefits.  There  are  several  common 
pitfalls  that  seem  to  plague  such  efforts.  Some  can  be  avoided  by  paying 
special  attention  to  three  aspects  of  implementation  — business  case, 
change  management,  and  aggressive  systems  development  — discussed 
in  the  following  sections. 

Business  Case 

Surprisingly,  a number  of  supply  chain  projects  are  begun  without  a well- 
defined  business  case  that  details  costs  and  benefits.  These  usually  are 
plagued  by  waning  management  interest  and  failing  rank-and-file  enthu- 
siasm. Given  the  cross-functional  and  cross-business  unit  issues  that  must 
be  addressed  continually  in  supply  chain  process  redesign,  it  is  difficult 
to  succeed  without  a clear  plan,  based  on  a solid  business  vision. 

Equally  important,  the  development  of  the  business  case  requires  com- 
mitment from  supply  chain  executives.  Merely  wishing  for  “state-of-the- 
art”  systems  is  not  enough.  There  has  to  be  a sense  of  urgency  in  replac- 
ing outdated  practices  with  new  ways  to  manage  the  supply  chain  in  a 
competitive  environment  This  requires  an  enterprisewide  vision  that 
articulates  performance  goals  that  drive  subsequent  planning  and  priori- 
tization. Clearly  quantifying  benefits  and  establishing  a timeline  for  how 
these  benefits  will  be  achieved  is  key  to  determining  how  realistic  expec- 
tations will  be  met  with  supporting  changes  in  organizational  structure, 
culture,  processes,  and  systems. 


For  example,  on  one  supply  chain  process  redesign  project,  the  team 
secured  commitment  from  executives  to  achieve  cost  savings  associated 
with  proposed  changes.  These  benefits  were  articulated  clearly  in  the 
final  report.  Months  after  the  project  was  over,  managers  still  referred 
to  the  report  and  brought  it  to  meetings.  It  became  part  of  their  goals 
rather  than  a “dust  collector." 

Change  Management 

Moving  to  a competitive  environment  is  not  easy.  Changing  ineffective 
operating  habits  and  beliefs  requires  major  shifts  in  culture  — such  as 
collaboration  across  functions  and  business  units,  risk-taking  with  part- 
ners, rapid  conflict  resolution,  and  innovative  leadership. 

These  realities  must  be  recognized  while  redesigning  and  implementing 
new  supply  chain  processes.  A management  structure,  starting  with  a 
powerful  executive  sponsor  and  a steering  group  that  represents  cross- 
functional and  business  unit  leaders,  is  important.  In  structuring  a proj- 
ect team,  the  role  of  the  project  manager  as  a leader,  diplomat,  and 
enforcer  requires  considerable  tact,  professional  skill,  experience,  and 
wisdom. 

While  designing  desired  future  processes,  the  team  must  be  familiar  with 
utility  industry  best  practices,  as  well  as  those  in  competitive  industries. 
For  example,  supplier  alliance  programs  in  the  electric  utility  industry 
usually  have  plenty  of  room  for  improvement,  compared  to  the  computer 
accessories,  airline,  telephone,  and  chemical  industries.  L sing  structured 
workshops,  key  stakeholders  should  participate  in  developing  the  process 
vision  of  the  future,  thus  allowing  their  subject  matter  knowledge  of  exist- 
ing processes  to  be  shared  across  functions.  Also,  it  helps  stakeholders 
become  more  committed  to  the  success  of  the  environment  being 
designed. 

While  some  business  process  innovations  may  require  system  or  technol- 
ogy support,  others  can  be  implemented  rapidly.  A pilot  approach  is 
particularly  effective  for  experimenting  with  and  refining  such  changes. 
Achieving  business  results  with  a series  of  small  successes  is  fundamental 
to  major  supply  chain  change  management  efforts. 
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Throughout  the  process  of  implementing  change  — whether  through 
process  redesign,  system  implementation,  or  both  — it  is  crucial  that  the 
project  team  understands  the  balance  between  various  components  of 
the  overall  business  system.  As  illustrated  in  Figure  3,  the  business  system 
comprises  systems  and  business  processes  as  well  as  organizational,  cul- 
tural, and  external  influences.  All  of  these  components  affect  the  even- 
tual solution,  and  must  be  addressed  proactively  to  ensure  success. 

Aggressive  Systems  Development 

With  a number  of  client/server  packages  available  in  today’s  market- 
place, energy  companies  face  an  array  of  possibilities  to  support  their 
redesigned  supply  chain  processes.  Equally  important  is  the  fact  that 
the  rapid  structural  changes  taking  place  in  the  industry  require  more 
flexible  and  faster  implementation  of  new  systems  and  technologies. 

Beyond  selecting  the  right  software,  however,  one  of  the  most  common 
oversights  made  in  such  implementation  efforts  is  underestimating  the 
complexity  of  data  conversion  and  interfaces.  Given  the  strong  integra- 
tion needed  for  work  management,  financial,  meter  tracking,  records 
management,  and  bank  systems,  for  instance,  it  is  important  that  suffi- 
cient planning  go  into  managing  these  interfaces  with  legacy  systems 
or  newly  developed  applications.  Also,  realization  of  expected  benefits 
may  require  higher  quality  and  more  accurate  data  than  what  currently 
exists  in  areas  such  as  vendor  files,  item  catalogs,  and  on-hand  inventory 
balances. 

Perhaps  one  of  the  most  critical  aspects  of  successful  implementation 
is  the  ability’  of  business  users  and  information  systems  personnel  to  share 
the  vision  of  how  the  new  system  will  support  future  business  processes. 
Traditional  system  development  methodologies  call  for  extensive  and 
exhaustive  documentation  that  freezes  requirements  too  early  in  the 
de%!elopment  process.  Typically,  such  approaches  result  in  frustration 
for  business  users  and  systems  analysts,  who  realize  too  late  that  what  is 
implemented  is  not  what  they  had  envisioned.  Such  problems  can  be 
avoided  by  using  innovative,  rapid  implementation  methodologies  that 
provide  for  prototyping  of  business  processes  early  in  the  development 
cycle.  This  not  only  helps  bring  about  a common  vision  early  in  the  game 
(supporting  business  process  redesign  while  determining  package  cus- 
tomization), but  also  significantly  reduces  the  overall  implementation 
life  cycle,  allowing  benefits  to  be  realized  faster. 
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Conclusion 

Energy  companies  have  a unique  opportunity  to  streamline  their  supply 
chain  function  to  reduce  costs  and  improve  their  competitive  position. 
Deregulation  is  a certainty.  Energy  companies  that  develop  and  execute 
effective  cost-reduction  and  revenue-enhancement  strategies  will  thrive; 
those  that  do  not  will  perish. 

Benefits  of  supply  chain  optimization  will  not  come  without  investment, 
hard  work,  and  some  “paradigm  shifting.”  The  potential  rewards,  how- 
ever, are  huge.  Energy  companies  that  successfully  incorporate  the  princi- 
ples outlined  here,  and  implement  today’s  powerful  technology,  will  have 
taken  an  additional  step  to  distance  themselves  from  the  competition  — 
and  stake  a claim  for  survival  and  growth  in  the  21st  century. 


